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SUMMARY. 

1 . PRESIDENT GEISEL HAS APPROVED OVERALL GUIDELINES 
FOR THE 1978 FEDERAL BUDGET, WHICH THE PLANNING 
SECRETARIAT WILL USE IN PREPARING A BUDGET SUB 
MISSION TO BE PRESENTED TO CONGRESS BY AUGUST 31. 

THE GUIDELINES FORESEE A BALANCED BUDGET, WITH TAX 
REVENUES AND EXPENDITURES AT CRS316 BILLION, AN 
INCREASE OF 29 PERCENT, IN NOMINAL TERMS, FROM THE 
PROJECTED 1977 TOTALS. END SUMMARY 

2. FOLLOWING IS A BREAKDOWN OF PROPOSED 
1978 EXPENDITURES, COMPARED WITH PROJECTED 
1977 FIGURES (BILLIONS OF CRUZEIROS): 

1978 1977 

EXPENDITURES WITH EARMARKED 
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FUNDS 155.5 126.3 

PERSONNEL COSTS 84,9 58.7 

SPECIAL RESERVE FUND 20.0 14.0 

OTHER EXPENDITURES 55.6 46.0 

316.0 245.0 


COMMENT 
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3. THE PROPOSED BALANCED BUDGET IS IN LINE WITH 
THE PRESENT GOVERNMENT S FISCAL POLICY PHILOSOPHY. 

FOR THE LAST THREE YEARS, IT HAS PRESENTED BALANCED 
BUDGETS. IN EACH INSTANCE, HOWEVER, IT UNDER- 
ESTIMATED REVENUES AND OVERSTIMATED EXPENDITURES 
SO THAT THE ACCOUNTS CLOSED IN THE BLACK. 

ALTHOUGH THE ASSUMPTIONS UNDERLYING THE 1978 
BUDGET WERE NOT MADE PUBLIC, PARTICULARLY 

WITH RESPECT TO THE PROJECTED RATE OF INFLATION, 

IT IS PROBABLY SAFE TO ASSUME THAT THE UNDER- 
ESTIMATION/OVERESTEIMATION OF THE PAST CONTINUES, 

AND THAT THE BUDGET WILL AGAIN CLOSE IN SURPLUS. 

4. IN FACT, BECAUSE OF THE UNDERSTIMATION OF 
INFLATION IN THE 1977 BUDGET FORECASTS, THE 
ACCOUNTS HAVE REPORTEDLY SHOWN MODEST SURPLUS 
DURING THE FIRST FOUR MONTHS OF THIS YEAR. 

(SINCE OVER 60 PERCENT OF REVENUES ARE DERIVED 
FROM INDIRECT TAXES, HIGHER-THAN-PROJECTED RATES 

OF INFLATION HAVE A DIRECT BEARING ON TOTAL REVENUES). 
AVAILABLE DATA FOR THE FIRST TWO MONTHS SHOW A 
CUMULATIVE SURPLUS OF CRS9.8 BILLION (ABOUT 
US$700 MILLION). THE ECONOMIC DEVELOPMENT 
COUNDIL (CDE) HAS, THEREFORE, DECIDED TO USE THIS 
SURPLUS TO PAY OFF OVERDUE PUBLIC WORKS DEBTS TO THE 
CONSTRUCTION INDUSTRY WHICH IS SUFFERING FROM INCREASED 
UNEMPLOYMENT RESULTING FROM ECONOMIC SLOWDOWN. 
ACCORDING TO A LOCAL TRADE 
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ASSOCIATION, CUMULATIVE OVERDUE DEBTS ON PUBLIC 
WORKS CONTRACTS BY ALL LEVELS OF GOVERNMENT 
AMOUNTED TO CR$ 9 BILLION (US$707 MILLION) AT THE 
END OF MAY. IT SHOULD BE NOTED THAT THIS BACKLOG 
OF DEBTS IS NOT AN UNUSUAL SITUATION. THE GOVERN- 
MENT HAS FOR YEARS USED THIS TECHNIQUE TO "DEFER" 
EXPENDITURES. THIS POLICY, HOWEVER, HAS 
RECENTLY BEEN CRITICIZED ON THE GROUNDS THAT IT IS 
INFLATIONARY, SINCE CONTRACTORS ALLEGEDLY ADJUST 
THEIR BID PRICES UPWARD FOR THE EXPECTED DELAY 
IN PAYMENT. 

5. FINALLY, IT SHOULD BE MENTIONED THAT THE 
FEDERAL BUDGET REPRESENTS ONLY 20 PERCENT OF 
TOTAL CURRENT EXPENDITURES BY THE PUBLIC SECTOR 
(INCLUDING ALL LEVELS OF GOVERNMENT) AND 37 PER- 
CENT OF ITS FIXED INVESTMENT. BASED ON 1973 DATA 
(THE LATEST AVAILABLE COMPLETE STATISTICS ON THE 
PUBLIC SECTOR). WHILE THESE RATIOS WOULD 
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OTHERWISE PROVIDE A GOOD INDICATOR OF OVER AT, I, 
TRENDS, INDICATIONS ARE THAT THE FINANCES OF 
STATE AND MUNICIPAL GOVERNMENTS HAVE RECENTLY 
BEEN DETERIORATING. STATE GOVERNMENTS, FOR 
INSTANCE, ARE FINDING IT EXTREMELY DIFFICULT TO 
MEET THEIR SHARE OF EXPORT INCENTIVES AND HAVE 
CALLED ON THE FEDERAL TREASURY TO ASSUME A 
GREATER PORTION OF THE COST. FOR EXAMPLE, 

THE STATE OF RIO GRANDE DO SUL HAS REACHED THE 
POINT WHERE TOTAL REVENUES ARE INSUFFICIENT 
TO MEET CURRENT EXPENDITURES. THEREFORE, 

WHILE THE FEDERAL BUDGET MAY BE IN RELATIVELY 
GOOD SHAPE, THE SITUATION AT THE STATE AND 
LOCAL GOVERNMENTS LEVELS IS QUITE DIFFERENT. 
CRIMMINS 
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